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AUGUST 1979
An AICPA publication for the local firm
WHAT PEER REVIEWS ENTAIL AND COSTOne of the major requirements for membership in either section of the AICPA's division for CPA firms is that the firm submit to a peer review of its accounting and auditing practice once every three years.Some local firms have hesitated to join the pri­vate companies practice section (PCPS) because of uncertainty about what these triennial reviews entail and what they will cost.A peer review of a PCPS member firm may be conducted by another member firm, by a team formed by a state society or an association of CPA firms or by one organized by the PCPS (or SEC practice section) peer review committee.
The review should include the following pro­
cedures:□ Studying and evaluating the reviewed firm’s quality control system.□ Checking the firm’s compliance with its qual­ity control policies and procedures by(a) Inspecting each organizational and func­tional level within the firm.(b) Examining selected engagement work­ing paper files and reports.□ Surveying appropriate documentation evi­dencing the firm’s compliance with PCPS membership requirements.□ Preparing a written report on the results of the review.The review will be directed to the professional aspects of a firm's accounting and auditing prac­tice, and the review team members will not inquire about fees or review the compensation of profes­sional personnel. Also, other segments of a firm’s practice, such as tax or management advisory services will not be encompassed by the scope of the review except to the extent that they (1) are 
associated with financial statements or (2) relate to membership requirements.The review team will need background informa­tion on the firm being reviewed such as□ Description of the firm’s organization (a chart may help).□ Firm philosophy including(a) Goals and objectives.(b) Operating practices regarding client ser­vice and development of personnel.(c) Policies relating to industry specializa­tion.(d) Operating autonomy of practice offices.□ Firm profile including(a) Size—accounting and audit hours.(b) Number of professional accounting and audit personnel analyzed by level.(c) Number of accounting and audit clients classified by audited and unaudited and by type—privately held, publicly held or not-for-profit.(d) Firm management level personnel anal­yzed by years with the firm and areas of expertise.(e) Industry concentration and specialty practice areas.(f) Extent of use of correspondent firms on engagements.(g) Extent of international practice.(h) Description of recent mergers and newly opened offices.
What’s Inside ...
  What inflation does to taxes, p. 2.
  AICPA offerings. Retirement thoughts, p. 3.
  The effects of growth on utilization, p. 4.
□ Compilation, review and other things, p. 6.




2 The objectives of the review are to evaluate whether or not the quality control policies and procedures are adequately documented and whether or not the procedures for communicating them to professional personnel are appropriate. In order to meet these objectives, the review team will develop programs to test compliance. These tests may take the form of□ Inquiries of persons responsible for a func­tion or activity.□ Inspections of selected administrative and personnel files.□ Interviews with firm professional personnel at various levels.□ Reviews of the results of the firm's inspec­tion function.□ Evaluations of selected engagement working paper files and reports.□ Examinations of other evidential matter.Prior to issuing its report, the review team will communicate its findings to the reviewed firm to enable both parties to discuss the conclusions and any resulting impact on the opinion to be issued as well as any matters that require corrective action or suggestions.
A look at what peer reviews may cost local firmsThis review is the major expense of membership in the division for CPA firms. The private com­panies practice section does not have information on the fees charged for firm-on-firm reviews be­cause these are negotiated directly. Although sev­eral states and associations are now preparing to form review teams, none has completed prepara­tions for this service. Therefore, the section is, at present, somewhat in the position of an auditor whose potential client wants a fixed fee quoted before the auditor knows much about the circum­stances.However, some local firms have had similar re­views conducted on a committee-appointed basis within the SEC practice section. Here are the fees charged for five typical local firm reviews in 1978 for this section.
*Includes the AICPA’s 10 percent administrative sur­






fee*3 2,100 $1,4904 1,200 1,2349 6,400 3,36512 7,200 2,15426 13,200 7,768
The fees for PCPS reviews are expected to be generally similar. However, neither section has yet had enough experience with the peer reviews to set definitive guidelines. It should be borne in mind, however, that these costs of membership are incurred only once every three years.
The Taxing Power of InflationAfter paying taxes and dividends, U.S. corpora­tions kept $26.3 billion of their profits in 1978, according to the Conference Board. Although down from the previous year's $28.7 billion, this sum appears to compare quite favorably with an average $20.5 billion per year in the 1960s.But, when expressed in terms of 1972 dollars, in order to adjust for inflation, last year's retained earnings amount only to $16.6 billion compared with $19.6 billion in 1977 and an annual average of $26.7 billion in the 1960s.The Conference Board estimates that the book value of company profits before taxes was $202 billion in 1978 and that underdepreciation of fixed assets and undercosting of inventories together accounted for $42 billion of this amount.So, while taxes took 41.5 percent of these in­flated book profits, the effective tax rate on profits actually generated by production was 52.6 percent.
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More on MAPThe AICPA’s Management of an Accounting Prac­
tice Handbook, which has just been updated, is, practitioners tell us, an invaluable source of up- to-date information, tested techniques and pro­cedures and sound practical advice on running a local firm.The MAP Handbook, which is developed by the AICPA's management of an accounting practice committee, draws on the specialized knowledge of successful practitioners. The three volumes cover the major areas of practice development, office and client administration, personnel, partnerships and management data.There is a comprehensive key-word index and a special numbering system to speed finding infor­mation. And the volumes contain over 200 exhibits, forms, worksheets, schedules, etc., all 8½ by 11 inches in size so that they may be reproduced or adapted for use in a practice.The format is a looseleaf to permit periodical updating and expansion. For example, the 1979 supplement contains nearly 500 pages of new and revised materials. There are new chapter sections on establishing goals and philosophies, the posi­tion of office manager and planning profiles, effec­tive time management and governmental engage­ments.Three of the chapters have been completely re­vised in order to update the material and provide expanded discussion. These are the chapters on data processing and information systems, mem­bership in the AICPA and a suggested firm library.Information in some of the other chapters has been updated as well. This includes the chapters on the philosophy of practice, expanding the firm's capabilities, insurance, recruiting and staff train­ing. There are three separate updating letters de­scribing the changes and giving instructions for adding and removing pages.The three-volume MAP Handbook, including supplements, is available at a $120 discount price to AICPA members, and the 1979 supplement may be obtained separately at a discount price of $22. (Earlier supplements are also available.)Practitioners who speak at the AICPA MAP con­ferences are among those who contribute and edit material for the handbook. And they, of course, often refer to the handbook or use its exhibits in their presentations. The two mediums for passing on knowledge in practice management are compli­mentary, and many practitioners take advantage of both.As Sid Jarrow of Chicago says of the confer­
ences, “I am completely biased but any practi­tioner who does not attend these conferences . . . is missing a great deal. Peer interchange of con­cepts and information alone makes attendance both gratifying and remunerative.”Details of the conferences were given in the June 1979 issue of the Practicing CPA. Practi­tioners who would like to obtain more informa­tion about the handbook or this year’s MAP con­ferences should contact Barry Kuchinsky at the Institute.
Audit and Accounting Manual 
Now AvailableA new loose-leaf subscription service, Audit and 
Accounting Manual, has been developed by the AICPA’s technical information division, primarily to meet the needs of local firms.The manual, which is published through Com­merce Clearing House, contains in-depth explana­tions of the techniques and procedures involved in the major aspects of auditing such as engage­ment planning and administration, internal con­trol of working papers, review and report process­ing and financial statement preparation.For example, the section on working papers contains explanations of their basic elements, re­views of their contents, discussions of organiza­tion and indexing and 72 illustrations of sample working papers.
The discount price of the manual to AICPA mem­
bers is $50. This includes supplementary and up­
dating materials through May 31, 1980. Orders 
should be placed with the Institute's circulation 
department.
Thoughts on RetirementIn a recent survey by Louis Harris and Asso­ciates, Inc., 93 percent of retirees and em­ployees strongly indicated that pension bene­fits should contain cost-of-living increases. However, only about two-thirds would be willing to increase their own contributions towards such a provision.About one-half of the respondents to a survey on fringe benefits conducted by the University of Michigan’s Survey Research Center prefer improvements in retirement and medical benefits over a pay increase.
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The Impact of Growth on UtilizationPublic accounting sages claim that a firm must grow or else it will die. While this is not really an accurate capsular commentary, it is true that most firms in our profession lean toward growth as a policy. This way they can encourage younger part­ners and staff people by providing them with per­sonal growth opportunities.Most of us are familiar with the necessity to allow sufficient lead time in our firms’ planning cycles to accommodate the many changes that will result from growth. Recruiting and training staff, office space and equipment needs, billings and collections, capital requirements and partner and staff compensation are all subject to changes.Not so familiar are the structural changes in manpower chargeability that buffets firms as they grow. These changes in time utilization must be anticipated and monitored if the transitions in partners’ and staff’s scheduling are to be smooth.An analysis of the three exhibits in this article reveals marked shifts in utilization (average chargeable percentage) of personnel, particularly partners. These shifts coincide with the organiza­tional phase represented by each exhibit.The exhibits consist of rounded averages of chargeability for each professional level in a CPA firm from a sample of 37 firms. These 37 firms, in turn, represent the fastest growing 20 percent of a larger sample of 185 local practice units located throughout the country. No firms in either cate­gory had more than 75 partners and staff.Exhibit 1 represents firms in phase 1 of their growth patterns. This phase is that of the partner/ entrepreneur who deals directly with the clients, and the emphasis is on creating the product and developing the market. Communication within the firm is very informal and frequent, and control of activity stems from direct and immediate client feedback. Partners and staff alike work long hours, and partners have as much (or more) average utili­zation as the staff. And often there are more part­ners in the firm than staff people.The firms represented in exhibit 2 are in the second phase of their growth and development patterns. Clients are larger now, and more em­ployees have come on board. Feedback from clients to partners is less frequent and direct, and budgets have been developed for time and money allocations. The firm becomes departmentalized (in fact or de facto), partners and staff people develop specialties and more time is devoted at the partner and higher staff (manager) levels to administrative and managerial activities.
Average utilization for partners typically de­creases in phase 2 while that for lower level staff increases to carry the brunt of the work load. Partners in the fastest growing firms usually made this adjustment easily. However, in the remainder of the 185 firms, the adjustment was not made as well, and the average partner utilization remained in the 80 percent range. One can see a parallel between partners' willingness and ability to adapt and their firms' growth rates.Firms in phase 3 (the age of delegation) are represented in exhibit 3. In this phase, more re­sponsibility is given to the staff with managers taking on most of the administrative duties. Note that the supervising in-charge level has the great­est average utilization (along with paraprofes­sionals). Profit centers are developed in the firm, and partners' average utilization diminishes mar­kedly as they concentrate on planning, communi­cation , expansion and, often, acquisition.Reduced chargeability at the top is symptomatic of rapid growth—when the partners are capable of using the released time to develop new business, recruit and train new employees, and plan for shifting utilization targets among the staff.Conversely, rapidly growing firms maintain very high utilization percentages for staff personnel at all levels including support and clerical staff. Coupled with this rapid growth, there must be planned programs of staff involvement to prevent a deterioration of morale as production pressures mount unabated. Turnover was light in the 37 fastest growing firms in the sample during phases 1 and 2 but increased noticeably when they were well into phase 3. The golden sheen of opportunity tends to tarnish after long periods of maximum effort, except in those firms where the partners involve managers and in-charge level staff mem­bers in a management team that collectively ad­dresses the problems of and adjustments to the changing requirements of growth.In summary, it is apparent that better than average growth of a practice through phase 2 and into phase 3 necessitates that the partners and higher level staff shift more time and effort toward becoming business managers and spend less time practicing as professionals. Before any firm sets its course for growth, the partners should ask themselves if they are ready and able to personally accommodate the changes necessary in their man­agement styles.
-by Donald F. Istvan, CPA 













chargeable hoursPartners 2,800 2,300 82Professional staff 2,400 2,000 83Support and clerical staff 2,200 1,250 57
Exhibit 2
Typical Utilization 








percentagePartners 2,600 1,900 13Managers 2,400 1,950 81Professional staff 2,300 1,950 85Paraprofessionals 2,100 1,950 93Support and clerical staff 2,100 1,150 54
Exhibit 3
Typical Utilization 








percentagePartners 2,500 1,400 55Managers 2,400 1,800 75Supervisors 2,300 2,100 91In-charge accountants 2,300 1,950 85Staff 2,300 1,850 80Paraprofessionals 2,200 2,000 91Support and clerical staff 2,100 1,050 50
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Compilation and Review Discussed 
at Meeting of MindsFor several years, AICPA President Wallace E. Olson has met with groups of local practitioners to discuss the effects of current professional issues on local firm practice. This year's discussions were held in the spring in Denver, Atlanta and St. Louis.These three annual seminars provide an oppor­tunity for the AICPA president to meet with members who are generally not active in the AICPA and to hear their views on professional matters. Don Roberts, vice-president, communica­tions and education, and Nancy Myers, director, member relations, also participate in the meetings.While it is not possible to recap all the divergent opinions expressed at the seminars, here are some common viewpoints:□ Most participants prefer an engagement ap­proach, rather than a systems approach, to peer review.□ Only a handful of participants are planning to advertise. Most are undecided about how to react to the removal of the ban on adver­tising.□ The Institute’s plan to produce more in-house continuing professional education programs was approved by most members there.The plan includes a new type of course to be marketed under the product name of VIDEOFLEX. This is a video-assisted format which permits a firm to train one individual or a group, whatever is more convenient. It saves chargeable time and eliminates travel costs (and waiting in gasoline lines).□ There is considerable concern about the lack of consistency in state board regulations.□ While a majority of participants think the new compilation and review statement is an improvement over previous standards, some believe it will have a negative effect on small firm practice. Concern was expressed about the stringency of the independence require­ment, the strong wording of the compilation report, the possible undermining of full audits and possible increase in liability.Other participants think that the new standard will improve their rapport with clients by making it easier for their clients to understand what kind of financial state­ments to expect. They believe the new state­ment will also make it possible to charge a fee more appropriate to the service.
Everyone agreed that bankers need to be in­formed about the new statement and, generally speaking, seemed to understand that practitioners had to do this themselves. Most think that while the AICPA can assist, through publishing bro­chures and other material, the real work has to be done at the local level by practitioners dealing with their own bankers.However, participants at these seminars all rec­ognized that the new AICPA brochure Compilation 
and Review, which explains the new standard in clear, nontechnical language, would be extremely helpful to them when approaching their bankers.
Practitioners who would like to obtain copies of 
this brochure should contact the AICPA order de­
partment. (Minimum order 25 copies at 10 cents 
each.)
Compilation and review on cassettesPractitioners who missed the AICPA lecture series "Compilation and Review of Financial State­ments" and who wish to find out how the pro­visions and requirements of the statement actually apply in their practices can buy cassette record­ings of the May 15 lecture in Philadelphia. This lecture was given by Robert Davis Miller, chair­man of the AICPA’s accounting and review ser­vices committee, and by J. Michael White, a highly rated discussion leader for several AICPA CPE courses.Accompanying the six cassettes are the text material (authored by Mr. Miller), flowcharts used at the lecture and hard copies of the transparen­cies shown during the program.Ready for immediate delivery, the lecture cas­sette program "Compilation and Review of Finan­cial Statements" (740466) can be purchased for $40 each from the AICPA’s order department. Orders from non-AICPA members and nonmember firms must be prepaid. All orders are subject to AICPA acceptance. It is anticipated that this AICPA pro­gram will carry six hours of recommended CPE credit.Beyond this lecture program, there is also an expanded, in-depth two-day seminar on compila­tion and review of financial statements that is be­ing presented by 46 state societies during the year. And, in the fall, a cassette-workbook self-study course based on this seminar will be made avail­able.Each version of this program is designed to help the practitioner improve the quality of unaudited reports on financial statements and to show how to protect a practice from unwarranted liability.
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An MAS Library for a Local FirmThere are many good books and materials avail­able to practitioners who wish to get started in management advisory services. One of the best sources of information for CPAs handling local clients is the AICPA. Not only do the publications available from the Institute contain information that is basic and generally good, but they can also be obtained by mail.On behalf of the AICPA management advisory services small business consulting committee, I have prepared the following list of books and materials, all available from the AICPA, that should be useful to practitioners wishing to learn more about MAS.
Background informationInitially, you should read (scanning some sec­tions) the following two paperback books. Al­though directed more at SEC firms, the first book, 
Scope of Services by CPA Firms, is important be­cause it discusses the independence issue. The second one, Management Advisory Services by 
CPAs, is valuable for general background informa­tion, its bibliography and its explanation of the consulting art.
□ Scope of Services by CPA Firms—This pub­lic oversight board report which is available at a cost of $2.80 to AICPA members exam­ines management advisory services of CPA firms and makes recommendations with re­gard to the scope of those services. Included are discussions of executive recruitment pro­grams, actuarial services, accounting sys­tems design, profit planning and control. 
Readers’ attention is also directed toward 
SEC Interpretive Release (ASR-264) which 
deals with independence and consulting ser­
vices for audit clients.
□ Management Advisory Services by CPAs— This comprehensive volume, by Edward L. Summers and Kenneth E. Knight, is gen­erally referred to as the MASBOKE book, and describes management advisory services as practiced today, categorizing knowledge areas. It is a compilation of the output of work done by the AICPA MAS body of knowl­edge and examination (MASBOKE) task force.
Areas of knowledgeUsing the MASBOKE book as a starting point, I began to list the most useful books to buy in each 
of the MASBOKE categories, but I soon decided that there might be a better approach. If you are like most CPAs, you will not be practicing in all areas, and it would be silly to purchase a large collection of books which you may never use or which duplicate books you already own. There­fore, I have listed just a basic starter library. Further references can be researched in the MAS­BOKE bibliography.Keep in mind that if you need a book, you can first borrow the volume in question from the AICPA library or from your local college or busi­ness school library. That way, you can check to see if it is similar to books you already have.
The consulting art
Management Advisory Services Guidelines 
Series—The following seven books in this series constitute a kind of how-to library on the consult­ing art:
Guidelines for Administration of the MAS Prac­
tice, 1966, 44 pp., $4.
Documentation Guides for Administration of 
MAS Engagements, 1971, 140 pp., $6.
Guidelines for Systems for Preparation of Fi­
nancial Forecasts, 1975, 31 pp., $3.50.
Guidelines for the Development and Implemen­
tation of Computer-Based Application Systems, 1976, 56 pp., $4.
Guidelines for Cooperative Management Advis­
ory Services Engagements, 1976, 14 pp., $3.
Guidelines for CPA Participation in Government 
Audit Engagements to Evaluate Economy, Effici­
ency, and Program Results, 1977, 129 pp., $5.50.
Interpretations of Management Advisory Ser­
vices Practice Standards, 1977, 20 pp., $3.
Planning, implementation and control
Management Advisory Services Technical Stud­
ies—A nine-volume golden oldie series focusing on technical information important in solving a wide range of management problems. These publica­tions are out of print but are available as reference books in the AICPA library.
Cost Analysis for Product Line Decisions, 1965, 132 pp.
Cost Analysis for Pricing and Distribution Poli­
cies, 1965, 138 pp.
Analysis for Expansion or Contraction of a Busi­
ness, 1966, 121 pp.
Analysis for Purchasing and Financing Produc­
tive Equipment, 1967, 121 pp.
Analysis for Purchase or Sale of a Business, 1967, 167 pp.
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Practical Techniques and Policies for Inventory 
Control, 1968, 71 pp.
Techniques for Forecasting Product Demand, 1968, 88 pp.
Management Information Systems for the 
Smaller Business, 1969, 88 pp.
Production Scheduling, 1973, 75 pp.
Computer services
Computer Services Guidelines—Another good starter reference series from the AICPA. Selected pamphlets from the series, with prices to AICPA members, listed below:
Guidelines to Assess Computerized Tax Return 
Systems, 1976, 31 pp., $3.50.
Guidelines for General Systems Specifications 
for a Computer System, 1976, 40 pp., $4.50.
MAS Special Report: Operational Review of the 
EDP Function, 1978, 20 pp., $1.75.
Audit and Accounting Guide: Auditor’s Study 
and Evaluation of Internal Control in EDP Sys­
tems, 1977, 72 pp., $5.More expensive, and to be purchased after start­ing with the above, or before your large client purchases a computer is the AICPA's
Management Education Portfolio—There are special combination prices: 1-4 books $60 each and 5-24 books $48 each. The books include
Management Information Systems 
Quantitative Aids to Decision-Making 
EDP Feasibility Analysis
Computer Basics for Management
Other steps to takeOne of the best ways of learning about manage­ment advisory services (or any other specialized field) is to go to seminars. For example, every spring the National MAS Training Program is given at the University of Texas at Austin. Many of the speakers are from small accounting firms, and if you are really serious about getting started in MAS services, this is obviously a good place to acquire some knowledge. Other good seminars, but more advanced, are the AICPA computer ser­vices conference (held in California this spring) and the annual MAS conference (to be held in Chicago in the fall).Most important, don’t forget your local state and regional MAS seminars. The CPAs at these meetings are your peers, and most of them will be glad to help you.Remember you don’t have to buy everything at once—and good hunting.
-by M. A. Libien, CPA
New York
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